CHAPTER 54
CASE, RECEI VABLES, ADVANCES, AND CASE MANAGEMENT
A, GENERAL ASSET CATEGORI ES

1. Entity Assets. Entity assets are those assets which the reporting
entity has authority to use in its operations. The authority to use funds in
an entity’s operations nmeans that entity management has the authority to decide
how funds are used, or managenent is legally obligated to use funds to neet
entity obligations.

a. Intragovernmental Entity Assets. Intragovernnental entity assets
arise from transactions anong federal entities and are clainms of a federa
entity against other federal entities which, when collected, can be used in the
collecting entity's operations. Intragovernnental entity assets include an
entity’s fund balance with Treasury with which the entity is authorized to make
expenditures and pay liabilities, accounts receivable from federal entities
that an entity is authorized by law to include in its obligational authority or
to offset its expenditures and liabilities upon collection, and advances and
prepaynent s

b. Governnental Entity Assets. Governnmental entity assets are clains
of the federal governnment or an entity (i.e., the Defense Business Qperations
Fund) of the federal governnent against nonfederal entities and which, upon
collection, can be used in the collecting entity's operations. (The Term
"nonfederal entities" enconpasses domestic and foreign persons and
organi zations outside the US. Governnent.) Governmental assets include cash
accounts receivable from nonfederal entities, and advances and prepaynents nmade
to nonfederal entities.

2. Non-Entity Assets. Non-entity assets are those assets that are held
by an entity but are not available to the entity.

a. Intragovernmental Non-Entity Assets. Intragovernnental non-entity
assets are claims of a federal entity against other federal entities which,
when col | ected, cannot be used by the collecting entity. Intragovernmenta

non-entity assets include an entity's fund balance with Treasury that is
mai ntained in deposit, suspense, and clearing accounts and that are therefore
not available to finance the entity's activities.

b. Governnental Non-Entity Assets. Covernmental non-entity assets are
claims of the federal government or an entity (i.e., the Defense Business
Qperations Fund) of the federal government against nonfederal entities that,
upon col l ection cannot be used by the collecting entity.

B. FUND BALANCE W TH TREASURY AND CASH

1. GENERAL | NFORMATION.  Volume 4, "Accounting Policy and Procedures,”
chapter 2, “Cash,” contains general information related to fund balance with
treasury and cash.
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2. Fund Balance Wth Treasury. A federal entity's fund balance with the
Treasury is the aggregate amount of funds in the entity’ s accounts with
Treasury for which the entity is authorized to nmake expenditures and pay
liabilities. Wthin the Department of Defense, the fund balance with Treasury
is the net total of general |edger accounts 1011, “Funds Col | ected,” 1012,
“Funds Disbursed," 1013, “Funds Wth Treasury,” 1014, “Undistributed
Col l ections,” and 1015, “Undistributed Disbursenents.”

a. Fund Balance Increases. The fund balance with Treasury of the
Def ense Business Cperations Fund is primarily increased through the receipt of
rei mbursenments from DoD and other entities. However, it is also increased
through the receipt of appropriations, reappropriations, continuing
resol utions, appropriation restorations and allocations, and non-expenditure
transfer of funds fromother entities. The fund bal ance does not include
contract authority or unused authority to borrow. Contract authority nerely
permts a federal entity to incur certain obligations but does not, in itself,
add funds to the agency’s accounts with Treasury. (By definition, contract
authority is unfunded and nust subsequently be funded by an appropriation to
liquidate obligations incurred under the contract authority, or by the
collection and use of receipts.) Authority to borrowis a statutory authority
that permts a federal agency to incur obligations and make payments for
specific purposes out of borrowed funds. Authority to borrow adds funds to an
agency’'s accounts with Treasury only after the agency actually uses the
authority to borrow a specific amount of funds. Thus, authority to borrow is
included in an entity's fund balance with Treasury only to the extent that
funds are actually borrowed under the authority.

b. Financial Statement Footnote Requirements for Fund Balance Wth
Treasury. Disclosure should be made to distinguish two categories of funds
within the entity’s fund balance with Treasury: (1) the obligated balance not
yet disbursed and (2) the unobligated balance. The obligated balance not yet
di sbursed is the amount of funds against which budgetary obligations have been
incurred, but disbursenents have not been made. The unobligated balance is the
amount of funds available to an entity against which no clainms have been
recorded. Unobligated bal ances are generally available for specific purposes
stipulated by law.  Unobligated bal ances al so may include bal ances in expired
accounts that are available only for approved adjustments to prior obligations.
Certain unobligated balances may be restricted to future use and are not
apportioned for current use. Disclosure should be provided on such
restrictions. The amount and cause of any discrepancy between the fund bal ance
with Treasury in general |edger accounts and the fund balance in the Treasury
accounts should be explained in footnotes to financial statenments
Di screpancies may be due to time lag or due to error. Discrepancies due to
error should be corrected when identified.

3 Account Symbol. A Treasury account synbol --97X4930--has been assigned
to the Defense Business Operations Fund for the purpose of maintaining fund
bal ances with the Department of the Treasury.

4. Recordation/Reconciliation of Cash Transactions. Al cash
transactions shall be recorded in the individual activity accounts and shall be
reconciled to total monthly cash transactions reported by the departnmenta
finance network.

54-2



5. Violations. The cash on hand at the U S. Treasury account |evels nust
al ways be sufficient to pay liabilities when due. The responsibility for DBOF
cash management is prescribed in paragraph E. of this chapter. Each DoD
Component activity group, and/or activity operating within the Defense
Busi ness Qperations Fund nust conply with the Under Secretary of Defense
(Conptroller) cash mnagenent policy. A transaction that causes a negative
bal ance in the funds with the Treasury account shall be investigated
imediately and reported as an apparent violation of the Antideficiency Act as
prescribed in DoD Directive 7200.1, “Adnministrative Control of
Appropriations." In accordance with DoD Directive 7200.1, the report of
apparent violation will continue to be updated to provide information on the
progress of the investigation. Updating of an interimreport of apparent
violation shall be continued until the investigation discloses that a violation
did not occur, or a final report of violation is submtted

6. Qutlays. Goss outlays should be equal to the cumulative anount of
di sbursenments made for the fiscal year to date. Net outlays should be equal to
gross outlays less the cumulative amount of collections received for the fisca
year to date.

7. Current Balance. The current balance of funds with Treasury is equal
to the amount as of the beginning of the fiscal year plus the cunulative fisca
year to date amounts of collections, appropriations, and transfers in of fund
bal ances with Treasury received mnus the cumulative fiscal year to date
amounts of wthdrawals, transfers out, and disbursenents

8. Cash Accounts. Separate general |edger accounts have been established
to account for cash collections and cash disbursenents. A collection or
di sbursenent shall be recorded only when documentary evi dence supports an
increase or decrease to the Treasury account.

a. Cash Collections

(1) Advances Received. A cash advance received shall be recorded
as a collection and a liability (account series 2310, “Advances from Qthers”).
The usual entry for the receipt of advances is as follows:

Dr  1011.1 Funds Col l ected - Operating Program
Cr 2310 Advances from Qthers

(2) Refunds. A refund received is a reduction of a previous
di sbursement and shall, therefore, be recorded as a decrease to disbursenents
(negative disbursement) with an offsetting credit to the appropriate previously
recorded refunds receivable account (account 1315, "Refunds Receivable -
CGovernnent, or account 1316, "Refunds Receivable - Public"). If a refund is
received for which a refund receivable was not previously established the
offsetting credit should be to the asset or expense account that was orginally
debited. The usual entry for the receipt of refunds is as follows:

Dr  1011.2 Funds Disbursed - QOperating Program
Cr 1315 Refunds Receivable - Governnent
or, as applicable
Cr 1316 Refunds Receivable - Public
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(3) Funds Collected - Qperating Program General |edger account
1011.1, "Funds Col l ected - Operating Program- DBOF, " has been established to
record funds collected that are applicable to the operating program
Col lections may be due to advances from outside sources, performnce of
rei nbursable work, collection of receivables, sale of assets, and other
sources. Al cash inflows shall be initially recorded to the general |edger
account 1011.1. Periodically, but at least nmonthly prior to financia
statement preparation, the amount applicable to the capital program [see
subparagraph B.8.a.(4) that follows] shall be transferred from general |edger
account 1011.1, *“Funds Collected - Operating Program” to general |edger
account 1011.2, “Funds Collected - Capital Program” The usual entry to record
a cash collection is as follows:

D 1011.1 Funds Col lected - Qperating Program
Cr 1311 Accounts Receivable - CGovernment - Current

(4) Eunds Collected - Capital Program General |edger account
1011.2, “Funds Collected - Capital Program - DBOF,” has been established to
record cash inflows applicable to the capital program As stated in
subparagraph B.8.a.(3) above, all cash inflows shall be initially recorded to
account 1011.1, "Funds Collected - Operating Program" Periodically, but at
least nmonthly prior to financial statenent preparation, the applicable anmount
shall be transferred from general |edger account 1011.1, "Funds Collected -
Operating Program” to general |edger account 1011.2, "Funds Col | ected -
Capital Program" The preferred nmethod to transfer collections to account
1011.2 is on a transaction basis. The transfer, however, nay be nade on a tine
basis (daily, weekly, etc.). The transfer nust, however, be made at |east
nonthly prior to financial statement, preparation. The amount to be transferred
to account 1011.2 shall be conputed by first determning, at each DBOF activity,
the percentage of the stabilized billing rate that is added to fund the capita
asset program within that activity's business area. (Stabilized billing rates
should, in addition to recovering operating costs, also include a factor to
fund the capital asset program That factor is conposed of the expected
depreciation expense and, if applicable, any additional capital surcharge
Since stabilized billing rates should not change during the fiscal year, the
percentage allocation between the operating and capital program cash collection
accounts shoul d not change during the fiscal year.) The resulting ratio is
then applied to the nmonthly change in funds collected at that activity. The
percentage is applied to all collections received that fiscal year, even though
for some collections, the revenue was generated in the prior fiscal vyear.
For exanple, assume that at Activity X the stabilized billing rate is $100 of
which $5 is to fund the capital asset program The resulting percentage is
therefore 5 percent ($5 divided by $100 = 5% . Each dollar of collections
results in a $0.95 (95¢) increase to account 1011.1, "Funds Collected -
Operating Program” and a $0.05 (5¢) increase to account 1011.2, "Funds
Col lected - Capital Program”

At the illustrative Activity X the cash collections for this nonth were $3.5
mllion. The usual entry to record a cash collection is as follows:

D 1011.1 Funds Col | ected - Qperating Program $3, 500, 000
Cr 1311 Accounts Receivable - Government - Current $3, 500, 000
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Conputation of 5 percent of the cash collections for the month yields $175, 000.
The entry to transfer $175,000 between the cash accounts is:

Dr 1011.2 Funds Collected - Capital Program $175, 000
Cr 1011.1 Funds Col l ected - Operating Program $175, 000

b. Fund Balance Decreases. The fund balance with Treasury of the
Def ense Business operations Fund is primarily reduced by disbursements made to
pay liabilities or to purchase assets, goods, and services and reinbursenents
to other entities or to the Treasury. It is also reduced by cancellation of
expired appropriations, non-expenditure transfers, and sequestration or
resci ssion of appropriations.

(1) FEunds Disbursed - Operating Program GCeneral |edger account
1012.1, "Funds Disbursed - QOperating Program - DBOF," has been established to
record cash outflows that occurred due to activity attributable to the
operating program (vice capital program. The usual entry to record a cash
di sbursenent applicable to the operating programis as follows:

Dr 2110 Accounts Payabl e
Cr 1012.1 Funds Collected - Operating Program

(2) Funds Disbursed - Capital Program General |edger account
1012.2, “Funds Disbursed - Capital Program- DBOF,” has been established to
record cash outflows that occurred due to activity attributable to the DBOF
capital program (vice operating progranm). The usual entry to record a cash
di sbursenent applicable to the capital programis as follows:

Dr 2110 Accounts Payabl e
G 1012.2 Funds Col | ected - Capital Program

(3) Advances Paid. A cash advance made for an anticipated
procurement shall be recorded as a cash disbursement and an asset (account
series 1410, *“Advances to Qthers”). The usual entry for the paynent of
advances is as fol | ows:

Dr 1410 Advances to Qthers
Cr 1012.2 Funds Disbursed - Capital Program

¢c. PFund Transfers. Fund transfers, as may be directed by the Under
Secretary of Defense. (Conptroller), my be made to or fromthe “Funds Wth
Treasury" account and processed through the U S. Treasury as an increase or
decrease to the appropriate Treasury synbol. Authorized fund transfers anmong
or between Treasury synbols (accounts) shall be acconplished through
preparation of a Non-Expenditure Transfer Authorization (Standard Form 1151).

9. Undistributed Collections and Undistributed Disbursenments

a. Subsidiary accounts to general |edger account 1014, “Undistributed
Col lections,” and general |edger account 1015, “Undistributed Disbursenents,”
shal | be established to account for undistributed cash transactions at the
| owest organizational level to which they can be identified. The subsidiary
accounts are:
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1014.1 Undistributed Collections - DBOF Conponent Leve
1014.2 Undistributed Collections - DBOF Business Area Level
1014.3 Undistributed Collections - DBOF Installation Level
1015.1 Undistributed Disbursenents - DBOF Conponent Level
1015.2 Undistributed Disbursenents - DBOF Business Area Level
1015.3 Undistributed Disbursenments - DBOF Installation Leve

b. These subsidiary accounts are used to record collections (1014) or
di sbursenents (1015) which are identified to:

(1) A DoD Conponent, but not to a business area (GLA 1014.1 and
GLA 1015.1),

(2) A business area, but not to an installation (GLA 1014.2 and
G.A 1015.2), or

3) An installation, but not to a specific transaction
(GLA 1014.3 and GLA 1015.3).

c. Collections or disbursements should be identified by the finance
network to the |owest level to which they can be distributed. That |evel shal
record the undistributed collection or undistributed disbursenent and provide
any action necessary to research the account for proper disposition.

d. The "Undistributed Collections" account is used to record
collections reported by the finance network which cannot be identified to a
specific organizational level or transaction. Anpunts recorded in this account
shal | be researched for proper disposition by the |owest organizational |evel
to which they can be distributed or identified. Erroneous collections reported
by the finance network shall be reversed. Prior to financial report
preparation, the remaining value in this account shall be transferred to
Account 1311, "Accounts Receivable - Governnent - Current or Account 1313
"Accounts Receivable - Public - Current," based upon the best information
available as to the proper account. Immediately after financial report
preparation, the value previously transferred shall be reversed and
reestablished within this account for further research. These latter
transactions are necessary to properly reflect the fund balance with the US
Treasury as contained in finance network reports. The following illustrate
entries to this credit-balance account:

Dr 1011. 3 Funds Collected - Undistributed - DBOF
Cr 1014.# Undistributed Collections

(“#" represents the specific Undistributed
Col I ections subsidiary account.)

To record anounts shown as collected on finance network reports
but not shown on the records of the accounting entity.

Dr 1014. # Undistributed Col | ections
Cr 1011.3 Funds Collected - Undistributed - DBCF

Toreverse undistributed collections when identified to the
proper activity.
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Dr  1014.# Undistributed Collections
Cr 1311 Accounts Receivable - Governnent - Current
Cr 1313 Accounts Receivable - Public - Current

To transfer undistributed collections reported by the finance
network prior to financial report preparation.

1311 Accounts Receivable - Government - Current
1313 Accounts Receivable - Public - Current
Cr 1014.# Undistributed Collections

SRS

To reverse undistributed collections reported by the finance
network follow ng financial report preparation

e. The “Undistributed Disbursements” account is used to record the
di sbursenents reported by the finance network which cannot be identified to a
specific organizational level or transaction. Amounts recorded in this account
shal | be researched for proper disposition by the |owest organizational |evel
to which they can be distributed. Erroneous disbursements reported by the
finance network shall be reversed. Prior to financial report preparation, the
remaining value in this account shall be transferred to Account 2111, *“Accounts
Payable - Government - Current or Account 2113, "Accounts Payable - Public -
Current," based upon the best information available as to the proper account.
Imredi ately after financial report preparation, the value previously
transferred shall be reversed and reestablished wthin *Undistributed
Di sbursenents” for further research. These latter transactions are necessary
to properly reflect the fund balance with the U S. Treasury as contained in
finance network reports. The following illustrate entries to this debit-
bal ance account:

Dr 1015. # Funds Di sbursed - Undistributed - DBOF
Cr 1012.3 Funds Dishursed - Undistributed - DBCF

(“#" represents the specific Undistributed
Di sbursenents subsidiary account.)

To record anounts reported as disbursed on finance network
reports, but not shown on the records of the accounting
entity.

Dr 1012. 3 Funds Disbursed - Undistributed - DBOF
Cr 1015.# Undistributed Dishursenents

To reverse undistributed dishursenents when identified to the
proper activity.

2111 Accounts Payable - Governnment - Current
2113 Accounts Payable - Public - Current
Cr 1015.# Undistributed Disbursenents

SRS

To transfer undistributed disbursements reported by the
finance network prior to financial report preparation.
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Dr 1015.# Undistributed Disbursenents
Cr 2111 Accounts Payable - Government - Current
Cr 2113 Accounts Payable - Public - Current

To reverse undistributed di sbursements reported by the finance
network follow ng financial report preparation.

10.  Nonexpenditure Fund Transfers To or From the Business Qperations
Fund. Nonexpenditure transfers of funds may be received from or nay be nade
to, another appropriation or fund only as supported by an approved SF 1151,
“Nonexpendi ture Transfer Authorization.” Typical budgetary and proprietary
accounting entries applicable to transfer of budgetary resources to and from
other appropriations and funds are illustrated bel ow

a. Transfers Qut of Budgetary Resources

Dr 4511 Unal | ocated Apportionnent - Direct Program
(or, if automatically apportioned)
Dr 4518 Unall ocated Apportionnent - Reserve for Anticipated
Resources - Automatically Apportioned
Cr 4160 Anticipated Transfers of Current
Fiscal Year Authority

Entry to record an anticipated transfer froma business
operations fund to another appropriation or fund.
(This is a departmental |evel entry only.)

Dr 4160 Anticipated Transfers of Current
Fiscal Year Authority
Cr 4170 Appropriation Transfers

Entry to record an authorized transfer from a business
operations fund to another appropriation or fund.
Document ati on supporting this entry includes SF 1151,
Nonexpendi ture Transfer Authorization."

(This is a departnmental level entry only.)

Dr 4614 Uncommitted/ Unobligated Allotnments -
Rei nbursabl e Program - Current Period
Cr 4581 Autonatic Rei mbursenent Program

Dr 3211.4 Net Treasury Bal ance - DBOF
Cr 1013 Funds Wth Treasury

Entry to record a reduction of unobligated business operation
fund resources due to an authorized transfer froma business
operations fund to another appropriation or fund.

(This is an activity level entry only.)

h. Transfers In of Budgetary Resources

Dr 4160 Anticipated Transfers of Current
Fiscal Year Authority
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Dr

Dr

C.  RECEI VABLES

1. GENERAL

Cr 4517 Unal l ocated Apportionment - Reserve for O her
Anticipated Resources

Entry to record an anticipated transfer from another
appropriation or fund to a business operations fund.
(This is a departmental |evel entry only.)

4170 Appropriation Transfers
Cr 4160 Anticipated Transfers of Current
Fiscal Year Authority

1013 Funds with Treasury
Cr 3211.4 Net Treasury Bal ance - DBOF

Entry to record an authorized transfer from another

appropriation or fund to a business operations fund.
Document ation supporting this entry includes SF 1151,
"Nonexpendi ture Transfer Authorization.”

(This is a departmental level entry only.)

4517 Unal | ocated Apportionment - Reserve for O her
Anticipated Resources
Cr 4543 Allocations Issued - Reinbursable Program

3211.4 Net Treasury Balance - DBOF
Cr 1013 Funds with Treasury

Entry to record obligational authority allocated.
Document ation supporting this entry includes SF 1151,
"Nonexpendi ture Transfer Authorization.”

(This is a departmental |evel entry only.)

4581 Automatic Rei mbursement Program
Cr 4614 Uncommitted/ Unobligated Allotments -
Rei mbursabl e Program - Current Period

1013 Funds Wth Treasury
Cr 3211.4 Net Treasury Bal ance - DBOF

Entry to record a transfer to the business operations fund

from anot her appropriation or fund.
(This is an activity level entry only.)

| NFORMATI ON. Vol ume 4, “Accounting Policy and Procedures,”

chapter 3,
recei vabhl es.

2. General.

"Receivables," contains general information related to fund

Public - Current,” at the end of a nonth due to uncollected
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progress billings since collections for these billings shall be processed in
the same month in which the billings are prepared.

3. Recognition of Receivables. A receivable should be recognized when a
federal entity establishes a claimto cash or other assets against other
entities, either based on legal provisions, such as a paynent due date, or
goods or services provided. If the exact amount is unknown, a reasonable
estimte should be nade.

4. Supporting Records. General |edger receivable balances shall be
supported by detailed records of each anount receivable from each custoner such
as the date recorded, bill nunber, and date billed.

5. Reconciliations. At least quarterly, the subsidiary records shall be
reconciled to the general |edger balances. Differences between subsidiary
records and general |edger balances shall be investigated to determne the
cause(s) of the difference. Errors found during the investigation shall be
corrected.

6. Requirements for Separate Reporting of Receivables

a. Federal and Nonfederal Receivables. Receivables from federa
entities are intragovernnental receivables, and should be reported separately
from receivabl es from nonfederal entities. Intragovernmental receivables are
claims of a federal entity against other federal entities.

b. Entity versus Non-Entity Receivables. Receivables should be
di stinguished between entity receivables and non-entity receivables as
di scussed bel ow.

(1) Entity Receivables. Entity receivables are amounts that a
federal entity clainms for payment from other federal or nonfederal entities and
that the federal entity is authorized by law to include in its obligationa
authority or to offset its expenditures and liabilities upon collections. (An
entity may have receivables that, once collected, can be used as offsets to the
entity's budget authority and outlays only when authorized by Congress
[offsetting collections]. Before receiving the authorization, however, those
receivables are non-entity receivables.)

(2) Non-Entity Receivables. Non-entity receivables are anounts
that the entity collects on behalf of the US. government or other entities,
and the entity is not authorized to spend. Receivables not available to an
entity are non-entity assets and should be reported separately from receivables
available to the entity.

7. Recognition of Losses Due to Uncollectible Amunts. Losses on
receivabl es should be recognized when it is nore likely than not that the
receivables will not be totally collected. The phrase “more likely than not”
nmeans more than a 50 percent chance of |oss occurrence. An allowance for
estimated uncollectible anounts should be recognized to reduce the gross anmount
of receivables to its net realizable value. The allowance for uncollectible
amounts should be reestimated on each annual financial reporting date and when
information indicates that the latest estimate is no |onger correct. Losses
due to uncollectible amounts should be neasured through a systematic
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met hodol ogy. The systematic methodol ogy should be based on analysis of both
i ndi vidual accounts and a group of accounts as a whole.

a. Individual Account Analysis. Accounts that represent significant
amount s should be individually analyzed to determne the |loss allowance. Loss
estimation for individual accounts should be based on (1) the debtor’s ability
to pay, (2) the debtor’s payment record and willingness to pay, and (3) the
probabl e recovery of amounts from secondary sources including |iens
garni shnents, cross collections and other applicable collection tools.

b. Goup Analysis. To deternmine the loss allowance on a group basis,
receivabl es should be separated into groups of honbgeneous accounts with
simlar risk characteristics. The groups should reflect the operating
envi ronment. For exanple, accounts receivable can be grouped by (1) debtor
category [business firms, state and |ocal governments, and individuals], (2)
reasons that gave rise to the receivables [erroneous payments or trade accounts
based on goods and services sold], or (3) geographic regions [foreign countries
and domestic regions]. Wthin a group, receivables can be further stratified
by risk characteristics. Exanples of risk factors are economic stability,
payment history, alternative repayment sources, and aging of the receivables.
Statistical estimation by nodeling or sanpling is one appropriate nethod for
estimating |osses on groups of receivables. Statistical estimation should take
into consideration factors that are essential for estimating the |evel of
| osses, including historical |oss experience, recent economc events, current
and forecast econonic conditions, and inherent risks

c. Bad Debts. Provisions made for an allowance for |o0ss on refunds
claims, and accounts receivable shall result in a corresponding increase to the
GA 6129, “Bad Debts,” expense account. Interest, penalties, and
adm nistrative charges shall be assessed on delinquent receivables due from the
public and aggressive action taken to collect receivables in accordance with
DoD Directive 7045.13, “DoD Credit Mnagenent and Debt Collection Program”

d. Witeoff of Uncollectible Receivables. Collection actions for
receivables due from the public should be initiated in accordance with the
provisions of OMB Gircular A-129, “Policies for Federal Credit Prograns and
Non- Tax Receivables.” Additionally, with regard to the wite-off of amounts
owed by the public, a supplement to the Treasury Financial Mnual entitled,
“Managi ng Governnent Credit,” states that an agency will consider a debt
uncol lectible, termnate collection action, and wite off the debt when one or
nore of the following five criteria apply:

(1) The debt is without nerit. In these cases, the debt was
never owed in the first place and should not have been classified as a debt.

(2) The debt cannot be substantiated. In these cases, the agency
does not have or cannot produce the evidence or witnesses necessary to validate
a claimand has not been able to obtain the voluntary repayment of the debt.

(3) The costs of further collection action will probably exceed
the anount which could be recovered.

(4) The agency is unable to locate the debtor and finds that
either (a) there is no security to be liquidated to recover the amount owed, or
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(b) the statute of limtations has expired and the chances of recovering the
debt do not justify retaining the debt as a receivable.

(5) The agency is unable to collect any substantial anount.

Further, debts due fromthe public that are $100,000 or nore nust be
referred to the Department of Justice for concurrence in termnating collection
action. If the Department of Justice concurs with the decision to ternmnate
collection action, the debt may be witten off.

Wi le the above criteria is specified by Treasury for writing-off
receivables due from the public, simlar criteria can be applied to receivables
due from other Federal government entities.

8. Accounting Entries for Receivables. DoD receivables normally result
from the performance of work authorized by the formal receipt and acceptance of
custoner reinbursable orders. Custoner orders from the public, unless
specifically authorized by law, require advance payment. However, receivables
may also result from cash overpaynents, erroneous paynents, unliquidated
advances or orders from other Governnment agencies and the public w thout
paynent in advance. \Wen orders are received wth advance payment, the
performng activity is assured of reinmbursenent. However, when orders are
received wthout advance payment, reinbursenents may not always materialize.
The following entries illustrate sinplified transactions in the accounts where
performance has been acconplished and revenue earned based on the acceptance of
a reinmbursable order without an advance. The ultimte purpose for this
presentation is to denonstrate how both the proprietary and budgetary accounts
are affected when uncollectible earned revenue (accounts receivable) nust be
witten off.

a. To record actual performance and recognition of revenue.

Dr 1310 Accounts Receivable
Cr 5200 Revenue From Services Provided

To establish the receivable and recogni ze earned revenue from
performance.  The sources of entry for the above entry are billing
docunments, interfund billings, job cost reports, receiving
reports, payroll records, etc. (The above entry is acconpanied by
recognition of Reinbursements Earned - Unpaid in the budgetary
accounts.)

h. To record actual collection.

Dr 1011 Funds Col |l ected
Cr 1310 Accounts Receivabl e

To record receipt of cash payment for reinbursable services. The
source of entry for the above entry is cash collection vouchers.
(The above entry is acconmpanied by recognition of Reinbursenments
Earned - Paid in the budgetary accounts.)
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c. To record allowance for uncollectible receivables.

Dr 6129 Bad Debts
Cr 1319 All owance for Loss on Accounts Receivable

To record establishnment of an allowance for uncollectible
receivables. (There is no corresponding budgetary entry for this
entry.)

d. To record witeoff of uncollectible receivables.

Proprietary Account Entries

Dr 1319 Allowance for Loss on Accounts Receivable
Dr 6129 Bad Debts (If the allowance is not sufficient
OR if an allowance had not previously
been established)
Cr 1310 Accounts Receivable

To record actual wite-off of bad debt.

Budgetary Account Entries. \Wenever a receivable which was earned
by performance on a reinbursable order is witten off, appropriate entries in
the budgetary accounts nust be made to ensure that: (1) the uncollected
rei mbursement earned is liquidated by a charge to the direct program and
(2) the reinbursable program authority, established when the order was
accepted, is renoved as if it never existed. This requires the conplete
reversal of all transactions in the reinbursable program accounts relating to
performance on the uncollected reinbursable order. The following transactions
illustrate, in the budgetary accounts, the receipt of, and performance on, an
accepted order without an advance and the subsequent entries required to
liquidate the earned but uncollectible reinbursenent. (The illustration uses
accounts applicable under automatic apportionment of reinbursable authority.

I dentical entries, except using accounts applicable to a specifically
apportioned reinbursable program should be used when the reinbursable program
is specifically apportioned.)

(1) Customer order accepted without an advance.

Dr 4581 Automatic Reinmbursenent Program
Cr 4221 Custonmer Orders Accepted - Autonatic
Apportionnent

And
Dr 4231 Unfilled Customer Orders - Wthout Advance -
Aut omatic Apportionnent

Cr 4614 Unconmitted/ Unobligated Allotnents
Rei mbur sabl e Program
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(2) To record conm tment.

Dr 4614 Unconmi tted/ Unobligated Allotnents - Reinbursable
Progr am
Cr 4720 Qutstanding Conm tnents - Rei mbursable Program

(3) To record obligation/undelivered order.

Dr 4720 Qutstanding Commitnents - Reinbursable Program
Cr 4821 Undelivered Order - Wthout Advance -
Rei nbursabl e Program

(4) To record accrued expenditures - unpaid.

Dr 4821 Undelivered Oder - Wthout Advance - Reinbursable
Program
Cr 4920 Accrued Expenditures - Unpaid - Reinbursable
Pr ogr am

(5) To record accrued expenditures - paid.

Dr 4920 Accrued Expenditures - Unpaid - Reinbursable
Pr ogr am
Cr 4941 Accrued Expenditures - Paid - Reinbursable Program

(6) To record earned reinbursenent.

Dr 4251 Reinbursements Earned - Uncollected - Automatic
Apporti onment
C 4231 Unfilled Custoner Orders - Wthout Advance -
Automatic Apportionment

(7) The transactions below illustrate wite off of the
uncol l ectible earned reinbursenent:

(a) To transfer earned but uncollectible amount fromthe
rei nbursable program to the direct program

Dr 4941 Accrued Expenditures Paid - Reinbursable Program
Cr 4931 Accrued Expenditures Paid - Direct Program

(b) To remove the accepted order, which is uncollectible,
from the reinbursable program

Dr 4221 Custonmer Orders Accepted - Automatic Apportionnment
Cr 4581 Automatic Rei nbursenent Program

(c) To transfer the amunt earned but uncollectible fromthe
rei mbursable program to the direct program

Dr 4611 Unconmitted/ Unobligated Allotments - Direct
Program - Current Period
Cr 4251 Reinbursenents Earned - Uncol | ected -
Automati c Apportionnment
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D. ADVANCES AND PREPAYMENTS

1. Ceneral Information. Volune 4, "Accounting Policy and Procedures,"
chapter 5, “Advances and Prepaynents,” contains general information related to
advances and prepayments.

2. Advances. Advances are cash outlays made by a federal entity to its
enpl oyees, contractors, other federal entities, or others to cover a part or
all of the recipients’ anticipated expenses or as advance paynments for the cost
of goods and services the entity acquires. Subsidiary records of individual
advances shall be maintained to support the anount recorded in the genera
| edger account. The subsidiary record shall include the anpunt advanced, the
date advanced, the applicable contract nunber, and the disposition of the
advance. At least quarterly, the subsidiary record shall be reconciled wth
the general |edger bal ance.

3. Prepayments. Prepaynments are paynents made by a federal entity to
cover certain periodic expenses before those expenses are incurred. Typica
prepai d expenses are rents paid to a lessor at the beginning of a rental
period.  (Progress payments, cost reinbursenent paynments, and paynents for
partial deliveries made to a contractor or other federal entity based on
partial conpletion of a contract or work request are not advances or
prepaynents but rather are paynents based upon performance.)

4. Advances and prepaynents should be recorded as assets. Advances and
prepaynents are reduced when goods or services are received, contract terns are
met, progress is made under a contract, or prepaid expenses expire. A trave
advance, for exanple, should be initially recorded as an asset and should be
subsequently reduced when travel expenses are actually incurred. Anounts of
advances and prepaynents that are subject to refund (for exanple, a settled
travel claimindicating the traveler owes part of the advance to the
government) should be transferred to refunds receivable.

5. Advances and prepaynents paid out by an entity are assets of the
entity. On the other hand, advances and prepaynents received by an entity are
liabilities of the entity. In financial reports of an entity, advances and
prepaynents the entity paid out (assets) should not be netted against advances
and prepaynents that the entity received (liabilities).

6. Advances and prepayments nade to federal entities are
intragovernnental items and should be accounted for and reported separately
from those nade to nonfederal entities.

E. CASH MANAGEMENT

1. Definition. Cash managenent is defined as actions necessary to main-
tain appropriate |levels of cash to neet operational and capital requirenents.

2. Purpose. The purpose of the DBOF cash managenment policy is to maintain

the m ni mum cash bal ance necessary to neet both operational requirenents and to
nmeet disbursement requirements in support of the capital program
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3. Discussion. Cash generated from operations is the primry neans of
mai ntai ning adequate cash levels within the DBOF. The ability to generate cash
I's dependent on rates that recover full costs to include prior year |osses;
accurate work load projections; and neeting established operational goals.
Cash shortage correction efforts, when required to neet cash requirenents and
prevent a violation of the Antideficiency Act, will initially focus on those
business areas failing to meet operational plans and, therefore, contributing
to cash shortages.

4. Cash Level Criteria. Effective cash nanagenent is directly dependent
on the availability of accurate and tinmely data on cash levels and operationa
results. The present criteria are for cash levels to be maintained at 7 to 10
days of operational cost ($1.5 to $2.1 billion) and cash adequate to meet 4 to 6
nonths of capital disbursenents ($.5 to .9 billion). [Inprovenents in nanagenent
data as well as changes in operational needs and capital requirements may
di ctate subsequent changes in the established cash level criteria. The criteria
wll Dbe reviewed at |east annually by the Ofice of the DoD Deputy Conptroller
(Program Budget) as part of the budget review and documented in a Program Budget
Deci si on.

5. Cash Management Plan. The Director for Revolving Funds, Office of the
DoD Deputy Conptroller (ProgranfBudget), will develop a cash plan to facilitate
the cash managenent process. The plan shall consider collections, disbursenents
appropriations, and other cash transactions based on DoD Conmponent estimnates.
This annual plan will be initially devel oped during the budget process and wll
be an integral part of the budget document. In addition, a nonthly phasing of
the cash plan is required to nonitor execution. A monthly execution review
should lead to increased managenent attention to reduce costs, enphasize tinely
billing and collection of revenue, and timely disbursenents. Variances from
collection and disbursement plans of $50 nillion for each business area will be
required to be resolved; and overall cash balances of less than $1 billion will
require inmmediate action to increase cash |evels.

6. Cash Management Responsibilities. The division of responsibilities
for cash management are as follows:

a. OFFICE OF THE DEPUTY COWPTROLLER FOR PROGRAM BUDCET:

(1) Develop overall cash plans based on the inpact of operations,
appropriations, reprogramming, and other cash transactions.

(2) Mnitor overall cash |evels.
(3) Establish procedures to correct short-term cash shortages.
b. DEFENSE FI NANCE AND ACCOUNTI NG SERVI CE:

(1) Provide timely and accurate reporting of cash |evels by
Conponent and business area

(2) Inprove cash reporting with the goal of providing real tine
cash bal ances.
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(3) work with DoD Conponents to correct finance and accountin?
probl ens and provide conponents details of DFAS changes to accounting reports.

(4) Insure collections/disbursenents are consistent with policy.
(5) Take immediate corrective action to resolve cash shortages by
i mpl enenting advance billing procedures when the overall cash level falls below
$1 billion and DFAS has determned that the cash shortage was not caused by an
anomal y.
c. DOD COVPONENTS
(1) Establish cash plans based on the approved budget.

(2) Monitor collections and di sbursenents to assess operationa
or financial problens.

. ~(3) Take necessary action to correct operational problens contrib-
uting to deviations from cash plans.

(4) Ensure revenue recognition, progress billing, and collection
policies are followed including the mnimzation of outstanding receivables.

(5) Work with DFAS to correct finance and accounting problens
contributing to deviations from the cash plan
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